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SOUTHWEST GAS CORPORATION -- APPLICATION FOR APPROVAL GF
ITS DISTRIBUTED GENERATION PROGRAM (A DEMAND-SIDE
MANAGEMENT PROGRAM) (DOCKET NO. G-0155 IA-04-0876)

On J une  26, 2006, S outhwe s t Ga s  Corpora tion ("S outhwe s t") file d a n a pplica tion for
a pprova l of its  Dis tribute d  Ge ne ra tion  ("DG") progra m, a s  re quire d  by De cis ion  No. 68487.
De cis ion No. 68487 re quire d tha t the  Compa ny file  de ta ile d de s criptions  of its  de ma nd-s ide
ma na ge me nt ("DS M") progra ms  within 120 da ys  of the  Commis s ion's  Fe brua ry 23, 2006 Orde r
approving ra te  changes e ffective  March 1, 2006.

The  propos e d progra m would be  ne wly-imple me nte d. The  DG progra m is  one  of s e ve n
DSM programs included in Southwest's  2006 Arizona  Demand Side  Management Program Plan.

P rogra m De scription

Unde r the  propose d DG progra m, S outhwe s t would provide  ince ntive s  to comme rcia l a nd
indus tria l cus tomers  ins ta lling on-s ite  power gene ra tion, with a  focus  on combined hea t and power
("CHP ") te chnologie s . CHP  te chnologie s  ca pture  byproduct he a t cre a te d during e le ctric powe r
genera tion and use  it for hea ting and cooling, or to gene ra te  additiona l e lectricity. To be  e ligible  for
incentives , a  CHP program would have  to achieve  60-70% fue l e fficiency. Southwest indica te s  tha t
na tura l gas  savings  would be  genera ted through a  combina tion of te rms saved on-s ite  through hea t
re cove ry a nd e ne rgy sa ve d through a voide d e le ctricity tra nsmiss ion a nd dis tribution los se s  ("line
losses"). Southwes t e s tima te s  tha t, unde r the  DG program, from one  to four projects  will re ce ive
incentives each year.

CHP Projects

In order for a  CHP prob act to be  cost~effective , a  CHP unit must genera te  the  right e lectrica l
and the rma l loads  to mee t a  specific facility's  needs . A primary cons ide ra tion is  whe the r or not the
fa cility ca n us e  the  wa s te  he a t ge ne ra te d by the  CHP  unit. For e xa mple , a t a  fa cility utilizing
boile rs , hea t tha t would otherwise  be  wasted would be  used, ins tead, to offse t the  amount of na tura l
gas  needed to run the  boile rs . Southwest has  indica ted tha t the  types  of facilitie s  tha t a re  bes t able
to meet these  parameters  include  the  following:

a.

b.

Hospita ls  with ce ntra l boile rs ,
Hote ls  and apartments  with centra l boile rs ,

RE:

1 . _ . .
Lie s  los s e s  a re  a volde d  be ca us e  of on-s ite  ge ne ra tion .

OP EN MEETING



Ye a r 1 1-2 ins ta lla tions , 700 kW
Ye a r 2 1-3 ins ta lla tions , 700 kW
Ye a r 3 2-4 ins ta lla tions , 700 kW
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Ma nufa cturing or proce s s ing fa cilitie s  with ce ntra l boile rs  or the  ne e d for proce s s
hea t, and
Unive rs itie s /colleges  with centra l hea ting and cooling.

Other Distributed Generation Projects

Although CHP te chnologie s  a re  the  focus  of the  DG progra m, Southwe s t s ta te s  tha t pe a k-
shaving and new na tura l gas  technologie s  may be  included a s  we ll. (New na tura l gas  technologie s
would include  fue l ce lls  and microturbines .) Ne ithe r peak-shaving technologies  nor new na tura l gas
te chnologie s  would be  subje ct to fue l e fficie ncy s ta nda rds , but both mus t displa ce  the rma l e ne rgy
during sys tem opera tions  to be  e ligible  for pa rticipa tion.

Staff Recommendations Regarding Project Types

If the  DG progra m is  a pprove d, S ta ff re comme nds  tha t S outhwe s t re s trict pa rticipa tion to
projects  tha t Southwest can demonstra te  a re  cost~eftlective  under the  Socie ta l Test, and which offe r
the  gre a te s t pote ntia l for na tura l ga s  s a vings , in a ddition to the  kph sa vings  typica lly provide d by
such proje cts . Give n the  high cos t of DG proje cts  a nd the  individua l re quire me nts  of e a ch fa cility
se e king to ins ta ll dis tribute d ge ne ra tion, e a ch proje ct ne e ds  to be  e va lua te d to confirm tha t cos t-
e ffective  na tura l gas  savings  a re  ava ilable . S ta ff recommends tha t energy savings  from each project
be  documented and included with Southwest's  semi-annua l DSM reports .

S ta ff re comme nds  tha t pe a k sha ving te chnologie s  not be  funde d through Southwe s t's  DG
program, the  savings  from peak shaving technologies  a re  genera lly confined to avoided line  losses ,
do not involve  he a t re cove ry, a nd would re s ult in limite d or no na tura l ga s  s a vings . S ta ff a ls o
recommends tha t ne ither fue l ce lls  nor microturbines  be  funded through Southwest's  DG program a t
this  time . The  a bove  te chnologie s  ma y ha ve  va lue  a s  dis tribute d ge ne ra tion, but S ta ff cons ide rs
the m more  a s  s upply re s ource s , ra the r tha n a s  DS M. Anothe r cons ide ra tion is  tha t S outhwe s t
indica te s  in its  program plan tha t commercia l fue l ce lls  and microturbines  a re  more  expens ive  than
other distributed genera tion technologies. In its  response  to Staff" s  da ta  requests  Southwest goes on
to describe  these  technologie s  a s  "gene ra lly not cos t-e ffective ." Should new technologie s  become
ava ilable  tha t would provide  na tura l ga s  DSM savings  in a  cos t-e ffective  manne r, Southwes t could
submit the  programs utilizing these  technologies  to the  Commiss ion for approva l.

Targe t Marke t and Estima ted Leve ls  of Pa rticipa tion

P a rticipa tion would be  re s tricte d to S outhwe s t cus tome rs  in Arizona . Mos t pa rticipa nts
would be  S outhwe s t's  ge ne ra l s e rvice  or tra nsporta tion ta riff cus tome rs . Municipa litie s , s chools ,
res taurants , hospita ls , hote ls  and multi-family buildings  a re  among the  cus tomers  who could benefit
from exis ting CHP technologies . As  s ta ted e lsewhere , to bene fit economica lly from ins ta lla tion of a
CHP unit, a  facility must have  a  use  for the  waste  hea t captured by the  CHP unit.

c.

d.

Es tima te d  Pa rtic ipa tion



S YS TEMS INCENTQIES
$500 pe r kW up to 50% ofms ta lle d cos t
$450 per kw, up to 500 o of insta lled cost

CHP sys tem wlth 60% fue l e fficiency $400 per kW up to 500 0 of Insta lled cost
P e a k sha ving sys te ms  de mons tra ting the rma l
dlsplacement $400 per kW
Ne w na tura l ga s  te ohnologle s  de mons tra ting
thermal d1sp1acement3 85400 per kW

»
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Ma rke ting

The  DG/CHP  p rogra m would  be  ma rke te d  p rima rily th rough  the  re ce n tly a pprove d
Te chnology Informa tion Ce nte r ("TIC") progra m, a s  we ll a s  through e xis ting Southwe s t re source s .
Ta rge te d pa rticipa nts  will re ce ive  e ma ile d TIC ne ws le tte rs  with informa tion on dis tribute d e ne rgy.
There  will a lso be  direct contacts  by Southwest pe rsonne l, direct ma ilings  to energy representa tives
a t government facilitie s , and seminars  or workshops.

Ince ntive s

Unde r the  proposed DG program, incentive s  would be  provided to use rs  and deve lope rs  of
CHP  a nd othe r DG proje cts . The  progra m ince ntive s  a re  inte nde d to re duce  pa yba ck inve s tme nt
periods . Be low a re  the  incentives  proposed by Southwest:

S ta ff re comme nds  tha t the  ince ntive s  be  re vie we d by S outhwe s t no le s s  tha n a nnua lly to
de te rmine  whe the r progra m pa rticipa tion ca n be  ma inta ine d with the  ince ntive s  e ithe r re duce d or
e limina te d.

De live ry S tra te gy

Initia l informa tion conce rning S outhwe s t's  DG progra m would be  e ma ile d, in  the  TIC
ne ws le tte r, a s  s ta te d a bove . During  the  imple me nta tion  proce s s , S outhwe s t Ke y Account
Management enginee rs  would work with the  cus tomers , and will ve rify ene rgy savings  and demand
reductions . Incentive  payments  would be  processed by Southwest or its  contractor, and Southwest
Ke y Account Ma na ge me nt e ngine e rs  would ove rs e e  de live ry of the  ince ntive s . In  a ddition ,
Southwes t would re ta in the  se rvice s  of a  de s ign consultant to pe rform ene rgy s tudie s . The  des ign
cons ulta nt would work with S outhwe s t a nd pote ntia l progra m pa rticipa nts  to de te rmine  whe the r
proposed prob ects would be economical.

Monitoring a nd Eva lua tion

S outhwe s t will tra ck a nd ve rify e ne rgy sa vings  a nd de ma nd re ductions  re sulting from the
DG progra m. S outhwe s t will a lso tra ck the  numbe r of ins ta lla tions  a nd te chnologica l informa tion.

2 Staff recommends that peak shaving technology projects  not be funded through Southwest's  DG program.
3 New natural gas  technologies  are not recommended for inclus ion in Southwest's  DG program at this  time.
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Implementa tion .
Outslde  contractors

S 22 0004 5.500

Commumcatlon .
Brochure s /Pnntlng/Des lgn

s 8,000 2.0%

Tra lnmg and Educatlon .
Seminars/workshops

$ 10,000 2.500

Ince n tlve s $350,000 87.500
Measurement/Evaluat1on.
Outslde  contractors

S 8,000 2.00 0

Costs . OfficeAdmlnls tra tlve
supple s

S 2000 0.500

TO TAL $400,000 100%

*
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In a ddition, S ta ff re comme nds  tha t e ne rgy s a vings  for individua l proje cts  be  de te rmine d a nd
documented, and tha t this  documenta tion be  included in Southwest's  semi-annual DSM reports .

Program Budge t

S outhwe s t propos e s  a  $400,000 a nnua l budge t. Mo s t o f th e  b u d g e t is  a llo ca te d  to
in ce n tive s ,  wh ile  th e  p ro p o s e d  ma rke tin g ,  a d min is tra tio n  a n d  imp le me n ta tio n  co s ts  a re
compa ra tive ly low a t l2.5% of the  tota l.

Annual Budget proposed by Southwest, 2007-2009

Cost-Bene fit Ana lys is

Southwes t supplied a  ca se  mode l, for a  700 kW CHP engine  with 50% hea t recove ry, a lso
assuming a  2,000 kW customer with a  50% load factor, 25,000 te rms per month na tura l gas  usage ,
and a  33% e fficient centra l power plant with 7.5% in line  losse s . Based on this  mode l, a s  rnoditied
during Sta ff" s  ana lysis , the  cost-e ffectiveness  ra tio for a  prob e t s imila r to the  model would be : 3.79.
S ta ff note s  tha t the  be ne fits  a nd cos ts  of e a ch CHP  proje ct would be  diffe re nt a nd tha t e ne rgy
savings , cos t-e ffectiveness  or even the  ove ra ll suitability of a  facility for CHP can not be  a ssumed
without individua l a na lys is .

S ta ff Ana lys is

Although cos t-e ffective , many, if not mos t, CHP projects  would produce  s ignificant e lectric
savings  a t the  cost of a  ne t increase  in the  amount of na tura l gas  used on-s ite . A na tura l gas-fue led
CHP  unit tha t both ge ne ra te s  on-s ite  e le ctricity a nd s a ve s  wa s te  he a t for boile rs , ma y use  more
na tura l ga s  to pe rfonn the se  two functions  tha n it s a ve s  through ca pturing the  wa s te  he a t. A ne t
de cre a se  in the  a mount of na tura l ga s  use d on-s ite  is  pos s ible  in some  ca se s , in a ddition to the

The Implementa tion budget covers  the cos t of energy s tudies  to be done by des ign consultants . See dlscuss lon m thls
report, under "Delivery S tra tegy."



AnnuaLSavings . . (lb s ) NOt (lbs) s ox (lbs )
2007 2,545 453 477 12

2008 2,545,453 477 12

2009 2 545 453 477 12

Life time  Savings 152,727,160 28,620 720
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e le ctric s a vings , one  e xa mple  would be  a  CHP  proje ct tha t re pla ce s  incorre ctly-s ize d boile rs  with
boile rs  appropria te  to the  facility's  needs . As  s ta ted ea rlie r, Southwes t should se lect CHP projects
tha t a re  not only cost-e ffective , but which demonstra te  the  grea tes t potentia l for na tura l gas  savings ,
in a ddition to kph s a vings .

Off-s ite , or s ys te m-wide , s a vings  provide d by CHP  proje cts  s hould a ls o be  ta ke n into
a ccount in e va lua ting CHP  proje cts . Avoide d line  los s e s  a re  s a vings  of e le ctricity a t the  ma rgin,
and e lectric savings  a t the  margin a re  usua lly savings  of e lectricity tha t would have  been genera ted
through the  burning of na tura l ga s . This  means  tha t, on a  sys tem-wide  bas is , on-s ite  gene ra tion of
e lectricity through a  CHP unit genera tes  na tura l gas  savings as  well as  e lectric savings.

Reporting Requirements

S ta ff re comme nds  tha t the  s ta tu s  o f the  Dis tribu te d  Ge ne ra tion  p rog ra m, a nd  the
documented ene rgy savings  for each funded project, be  reported in Southwest's  semi-annua l DSM
re ports . The  informa tion s hould include ; (i) the  numbe r of ins ta lla tions , (ii) a  de s cription of the
s pe c ific  p ro je c t o r p ro je c ts ,  (iii) e ne rgy s a vings  in  te rms  a nd  kph , bo th  on -s ite  a nd  from
transmiss ion and dis tribution savings , (iv) demand reductions  re sulting from the  project or projects ,
and (v) the  results  of Southwest's  incentive  review.

Environmenta l Bene fits

Environme nta l be ne fits  for e a ch CHP  proje ct will va ry a ccording to fa cility a nd proje ct.
Southwe s t e s tima te d e nvironme nta l be ne fits  for a  700 kW CHP proje ct, which S ta ff ha s  modifie d
ba se d on its  re s e a rch. S ta ff re s e a rch indica te s  tha t e mis s ion s a vings  from CHP  proje cts  a re
genera lly ve ry la rge  on a  pe r-proj e t bas is .

E NVIR O NME NTAL B E NE F ITS

Othe r Be ne fits

Be ca us e  the y a re  on-s ite , CHP  proje cts  a re  le s s  vulne ra ble  to outa ge s  a nd incre a s e  the
re lia bility of the  e ne rgy s upply for the  fa cilitie s  whe re  the y a re  loca te d. In a ddition, e a ch CHP
project, by reducing ove ra ll demand, contribute s  to the  re liability of loca l e lectrica l grids .

Summary of Staff Recommendations

S ta ff re comme nds  tha t S outhwe s t re s trict pa rticipa tion to proje cts  tha t S outhwe s t ca n
demonstra te  a re  cost-effective  under the  Socie ta l Test, and which offer the  grea test potentia l
for na tura l gas  savings , in addition to the  kph savings  typica lly provided by such projects .
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S ta ff re comme nds  tha t pe a k sha ving te chnologie s  not be  funde d through Southwe s t's  DG
progra m

S ta ff a ls o  re comme nds  tha t ne ithe r fue l ce lls  nor micro tu rb ine s  be  funde d  th rough
Southwest's  DG program a t this  time

S ta ff re comme nds  tha t the  ince ntive s  be  re vie we d by S outhwe s t no le s s  tha n a nnua lly to
de te rmine  whe the r progra m pa rticipa tion ca n be  ma inta ine d with the  ince ntive s  e ithe r
reduced or e limina ted

Staff recommends that the  sta tus of the  DG program, and the  documented energy savings for
e a ch funde d proje ct, be  re porte d in S outhwe s t's  s e mi-a nnua l de ma nd~s ide  ma na ge me nt
re ports . The  infonna tion should include : (i) the  numbe r of ins ta lla tions , (ii) a  de scription of
the  s pe cific proje ct or proje cts , (iii) e ne rgy s a vings  in te rms  a nd kph, both on-s ite  a nd
from tra ns mis s ion a nd dis tribution s a vings , (iv) de ma nd re ductions  re s ulting from the
prob e t or projects , and (v) the  results  of Southwest's  incentive  review

Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

EGG :JACK:tdp\JMA

ORIGINATOR: J ulie  McNe e 1y-Kixwa n
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IN THE MATTER OF THE APPLICATION
OF SOUTHWEST GAS CORPORATION
FILING FOR APPROVAL OF ITS
DISTRIBUTED GENERATION PROGRAM

DOCKET NO. G-01551A-04-0876

DECISION NO.

ORDER1 0

1 2

1 3

1 4

Open Meeting
September 18 and 19, 2007
Phoenix, Arizona

1 5 BY THE COMMISSION:

1 6
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20
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22

23

24

25

FINDINGS OF FACT

Southwest Gas Corporation ("Southwest") is engaged in providing natural gas

within portions of Arizona, pursuant to authority granted by the Arizona Corporation Commission.

2. On June 26, 2006, Southwest Gas Corporation ("Southwest") filed an application

for approval of its Distributed Generation ("DG") program, as required by Decision No. 68487.

Decision No. 68487 required that the Company tile detailed descriptions of its demand-side

management programs within 120 days of the Commission's February 23, 2006 Order approving

rate changes effective March l, 2006.

3. The proposed program would be newly-implemented. The DG program is one of

seven DSM programs included in Southwest's 2006 Arizona Demand Side Management Program

26 P la n .

27

28
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Un d e r th e  p ro p o s e d  DG  p ro g ra m, S o u th we s t wo u ld  p ro vid e  in ce n tive s  to

commercia l and indus tria l cus tomers  ins ta lling on-s ite  power gene ra tion with a  focus  on combined

he a t a nd powe r ("CHP ") te chnologie s . CHP  te chnologie s  ca pture  byproduct he a t cre a te d during

e le ctric powe r ge ne ra tion a nd use  it for he a ting a nd cooling, or to ge ne ra te  a dditiona l e le ctricity

To be  e ligible  for ince ntive s , a  CHP  progra m would ha ve  to a chie ve  60-70% fue l e fficie ncy

Southwes t indica te s  tha t na tura l gas  savings  would be  gene ra ted through a  combina tion of te rms

saved on-s ite  through hea t recovery and energy saved through avoided e lectricity transmission and

dis tribution losse s  ("line  losse s").' Southwe s t e s tima te s  tha t, unde r the  DG progra m, from one  to

four prob ects will receive  incentives each year

In orde r for a  CHP proje ct to be  cos t-e ffe ctive , a  CHP unit mus t ge ne ra te  the  right

e lectrica l and the rma l loads  to mee t a  specific facility's  needs . A primary cons ide ra tion is  whe the r

or not the  fa cility ca n us e  the  wa s te  he a t ge ne ra te d by the  CHP  unit. For e xa mple , a t a  fa cility

utilizing boile rs , hea t tha t would othe rwise  be  wasted would be  used, ins tead, to offse t the  amount

of na tura l gas  needed to run the  boile rs . Southwest has  indica ted tha t the  types  of facilities  tha t a re

best able  to meet these  parameters  include  the  following:

16

1 7

1 8

Hospita ls  with ce ntra l boile rs ,

Hote ls  and apartments  with centra l boile rs ,

Ma nufa cturing or proce s s ing fa cilitie s  with ce ntra l boile rs  or the  ne e d for proce s s

19 heat, and

20

21

Unive rs itie s /colleges  with centra l hea ting and cooling.

Although CHP technologies  a re  the  focus of the  DG program, Southwest s ta tes  tha t

a s  we ll.22

23

24

pe a k-s ha ving a nd ne w na tura l ga s  te chnologie s  ma y be  include d (Ne w na tura l ga s

te chnologie s  would include  fue l ce lls  a nd rnicroturbine s .) Ne ithe r pe a k-sha ving te chnologie s  nor

new na tura l gas  technologies  would be  subject to fue l e fficiency s tandards , but both must displace

25 the rmal energy during sys tem opera tions  to be  e ligible  for pa rticipa tion.

26

27

28
1 I -v-»° 1f~<<»< pro avoided because of on-site generation.

6.

b.

a.

c.

d.

De cis ion No.
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If the  DG progra m is  a pprove d, S ta ff ha s  re comme nde d tha t S outhwe s t re s trict

participa tion to prob ects  tha t Southwest can demonstra te  a re  cost-effective  under the  Socie ta l Test

a nd which offe r the  gre a te s t pote ntia l for na tura l ga s  s a vings , in a ddition to the  kph s a vings

typica lly provide d by s uch proje cts . Give n the  h igh cos t of DG proje cts  a nd the  individua l

re quire me nts  of e a ch fa cility s e e king to ins ta ll dis tribute d ge ne ra tion, e a ch proje ct ne e ds  to be

eva lua ted to confirm tha t cos t-e ffective  na tura l gas  savings  a re  ava ilable . S ta ff has  recommended

tha t ene rgy savings  from each project be  documented and included with Southwest's  semi-annua l

DS M re ports .
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22

23

24

25

S ta ff ha s  re comme nde d tha t pe a k s ha ving te chnologie s  not be  funde d through

Southwe s t's  DG progra m, the  sa vings  from pe a k sha ving te chnologie s  a re  ge ne ra lly confine d to

a voide d line  los s e s , do not involve  he a t re cove ry, a nd would re s ult in limite d or no na tura l ga s

savings. S ta ff a ls o re comme nds  tha t ne ithe r fue l ce lls  nor microturbine s  be  funde d through

S outhwe s t's  DG progra m a t this  time . The  a bove  te chnologie s  ma y ha ve  va lue  a s  dis tribute d

ge ne ra tion, but S ta ff cons ide rs  the m more  a s  supply re source s , ra the r tha n a s  DS M. Another

15 cons ide ra tion is  tha t S outhwe s t indica te s  in its  progra m pla n tha t comme rcia l fue l ce lls  a nd

microturbines  a re  more  expensive  than other dis tributed genera tion technologies . In its  response  to

S ta ff" s  da ta  re que s ts  Southwe s t goe s  on to de scribe  the se  te chnologie s  a s  "ge ne ra lly not cos t-

e ffe ctive ." S hould ne w te chnologie s  be come  a va ila ble  tha t would provide  na tura l ga s  DS M

s a vings  in  a  cos t-e ffe ctive  ma nne r, S outhwe s t could  s ubmit the  progra ms  u tiliz ing  the s e

20 technologies  to the  Commission for approva l.

9. P a rticipa tion would  be  re s tricte d  to  S outhwe s t cus tome rs  in  Arizona .

pa rticipants wo u ld  b e Southwest's general service o r tra ns po rta tion  ta riff cu s tome rs .

Municipa litie s , s chools , re s ta ura nts , hospita ls , hote ls  a nd multi-fa mily buildings  a re  a mong the

cus tome rs  who could be ne fit from e xis ting CHP  te chnologie s . As  s ta te d e ls e whe re , to be ne fit

economica lly from insta lla tion of a  CHP unit, a  facility must have  a  use  for the  waste  hea t captured

by the  CHP unit.26

27

28
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Year 1 1-2 ins ta lla tions , 700 kW
Year 2 1-3 ins ta lla tions , 700 kW
Year 3 2~4 insta lla tions, 700 kW

Y9*SA;5TEMS
. *v \ :.J -

:Z ...61,
,'it, .

... *. ' ..
s. "3».5

,

CHP sys tem with 70% fuel efficiency $500 per kw, up to 50% of ins ta lled cos t
CHP sys tem with 65% fuel efficiency $450 per kw, up to 50% of ins ta lled cos t
CHP sys tem with 60% fuel efficiency $400 per kw, up to 50% of ins ta lled cos t

s ys tem s  dem ons tra ting the rm a lPeak-shaving
disp1acement2

$400 per kW

$400 per kWNe w na tura l ga s  te chnologie s  de m ons tra ting
thermal displacements

Page 4 Docke t No. G-01551A-04-0876

Es tima ted Pa rticipa tion

10. The  DG/CHP progra m would be  ma rke te d prima rily through the  re ce ntly a pprove d

Technology Informa tion Cente r ("TIC") program, a s  we ll a s  through exis ting Southwes t re sources

Ta rge ted pa rticipants  will re ce ive  ema iled TIC newsle tte rs  with informa tion on dis tributed ene rgy

Th e re  will a ls o  b e to  e ne rgyd ire c t con ta c ts  by S ou thwe s t pe rs onne l,  d ire c t ma ilings

representa tives  a t government facilities , and seminars  or workshops

Unde r the  propos e d DG progra m, ince ntive s  would be  provide d to  us e rs  a nd

deve lopers  of CHP and other DG projects . The  program incentives  a re  intended to reduce  payback

investment periods . Be low are  the  incentives  proposed by Southwest

11

Sta ff has  recommended tha t the  incentives  be  reviewed by Southwest no le ss  than

annua lly to de te rmine  whe the r program pa rticipa tion can be  ma inta ined with the  incentives  e ithe r

reduced or e limina ted

1 2 .

Initia l informa tion conce rning S outhwe s t's  DG progra m would be  e ma ile d, in the

TIC ne ws le tte r, a s  s ta te d a bove . During the  imple me nta tion proce s s , S outhwe s t Ke y Account

Ma na ge me nt e ngine e rs  would work with the  cus tome rs , a nd will ve rify e ne rgy s a vings  a nd

demand reductions . Incentive  payments  would be  proce ssed by Southwes t or its  contractor, and

13.

S outhwe s t Ke y Account Ma na ge me nt e ngine e rs  would ove rs e e  de live ry of the  ince ntive s . In

a ddition, S outhwe s t would re ta in the  se rvice s  of a  de s ign consulta nt to pe rform e ne rgy s tudie s

The  des ign consultant would work with Southwest and potentia l program participants  to de te rmine

whether proposed prob ects would be economical

Staff has recommended that peak shaving technology projects not be funded through Southwest's DG program
New natural was technologies are not recommended for inclusion 'm Southwest's DG nrnav-am :at tl1i= time
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Category Am ount Percentage
Implementation.
Outslde contractors

$ 22,0004 5.5/

Communlcatxon.
Brochures /Pnntlng/Desxgn

$ 8,000 20/

Educa tion.Traxnlng a nd
Senunars /workshops

$ 10,000 2.5/

Incentlves $350,000 87.5/
OutsldeMeasurement/Ev aluatlon.

contractors
$ 8,000 2.0/
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1 14.

2

3

4

S outhwe s t will tra ck a nd ve rify e ne rgy s a vings  a nd de ma nd re ductions  re s ulting

from the  DG progra m. S outhwe s t will a ls o tra ck the  numbe r of ins ta lla tions  a nd te chnologica l

infonna tion . In  a ddition , S ta ff ha s  re comme nde d tha t e ne rgy sa vings  for individua l proje cts  be

de te rmined and documented, and tha t this  documenta tion be  included in Southwest's  semi-annua l

5 DS M re ports .

15.6 Southwes t proposes  a  $400,000 annua l budge t. Mos t of the  budge t is  a lloca ted to

7

8

ince n tive s ,  wh ile  the  p ropos e d  ma rke ting , a dmin is tra tion  a nd  imp le me n ta tion  cos ts  a re

compara tive ly low a t 12.5% of the  tota l.

9 Annual Budget proposed by Southwest, 2007-2009

1 0

11

1 2

13

1 4
16.

1 5

1 6

1 7

S outhwe s t s upplie d  a  ca s e  mode l, for a  700 kW CHP  e ngine  with  50% he a t

re cove ry, a lso a s suming a  2,000 kW cus tome r with a  50% loa d fa ctor, 25,000 te rms  pe r month

na tura l gas  usage , and a  33% e fficient centra l power plant with 7.5% in line  losses . Based on this

mode l, a s  modifie d during S ta ffs  a na lys is , the  cos t-e ffe ctive ne ss  ra tio for a  proje ct s imila r to the
1 8

mode l would be : 3.79. S ta ff note s  tha t the  be ne fits  a nd cos ts  of e a ch CHP  proje ct would be
1 9

20

2 1
1 7 .

22

23

24

diffe rent and tha t ene rgy savings , cos t-e ffectiveness  or even the  ove ra ll suitability of a  facility for

CHP can not be  assumed without individua l ana lys is .

Although cos t-e ffective , many, if not mos t, CHP projects  would produce  s ignificant

e le ctric sa vings  a t the  cos t of a  ne t incre a se  in the  a mount of na tura l ga s  use d on-s ite . A na tura l

gas-fue led CHP unit tha t both gene ra te s  on~s ite  e lectricity and saves  was te  hea t for boile rs , may

use  more  na tura l gas to perfonn these  two functions than it saves through capturing the  waste  hea t.
25

26

27

28

4 The Implementation budget covers  the cost of energy s tudies  to be done by design consultants . See discussion in this
report, under "Delivery S tra tegy."
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4Anni`ial SaV1ngs CON (lbs) NO (lb s .lbsS O

2007 2 545 453 477 12

2008 2 545 453 477 12

2009 2>545>453 477 12

Lifetime Savings 152 727 160 28,620 720
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1

2

A ne t decrease  in the  amount of na tura l gas  used on-s ite  is  poss ible  in some  cases , in addition to

the  e le ctric sa vings , one  e xa mple  would be  a  CHP  proje ct tha t re pla ce s  incorre ctly-s ize d boile rs

with boile rs  a ppropria te  to the  fa cility's  ne e ds . As  s ta te d e a rlie r, S outhwe s t s hould s e le ct CHP

4 proje cts  tha t a re  not only cos t-e ffe ctive , but which de mons tra te  the  gre a te s t pote ntia l for na tura l

3

5 gas  savings , in addition to kph savings .

18 .6 Off-s ite , or sys te m-wide , s a vings  provide d by CHP  proje cts  should a lso be  ta ke n

7

8

9

10

into a ccount in e va lua ting CHP  proje cts . Avoide d line  los s e s  a re  s a vings  of e le ctricity a t the

margin, and e lectric savings  a t the  ma rgin a re  usua lly savings  of e le ctricity tha t would have  been

ge ne ra te d through the  burning of na tura l ga s . This  me a ns  tha t, on a  sys te m-wide  ba s is , on-s ite

ge ne ra tion of e le ctricity through a  CHP  unit ge ne ra te s  na tura l ga s  s a vings  a s  we ll a s  e le ctric

11 s avings .

19.12

13

14

15

16

S ta ff ha s  re comme nde d tha t the  s ta tus  of the  DG progra m, a nd the  docume nte d

energy savings  for each funded project, be  reported in Southwest's  semi-annua l DSM reports . The

informa tion should include : (i) the  numbe r of ins ta lla tions , (ii) a  de scription of the  spe cific proje ct

or pro je cts , (iii) e ne rgy s a vings  in  te rms  a nd kph, both  on-s ite  a nd  from tra ns mis s ion  a nd

dis tribution s a vings , (iv) de ma nd re ductions  re s ulting from the  proje ct or proje ct, a nd (v) the

results  of Southwest's  incentive  review.17

18 20. Environme nta l be ne fits  for e a ch CHP  proje ct will va ry a ccording to fa cility a nd

proje ct. Southwe s t e s tima te d e nvironme nta l be ne fits  for a  700 kW CHP proje ct, which S ta ff ha s

20 modified based on its  resea rch. S ta ff resea rch indica tes  tha t emiss ion savings  from CHP projects

19

21 are  genera lly very la rge  on a  per-project basis .

ENVIRONMENTAL BENEFITS22

23

24

25 21.

26

Because  they a re  on-s ite , CHP projects  a re  less  vulnerable  to outages  and increase

the  re liability of the  ene rgy supply for the  facilitie s  whe re  they a re  loca ted. In addition, e ach CHP

prob e t, by reducing ove ra ll demand, contributes  to the  re liability of loca l e lectrica l grids .
27

28
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1 Summary of Staff Recommendations

2 22.

3

4

S ta ff h a s  re c o m m e n d e d  th a t S o u th we s t re s tric t p a rtic ip a tio n  to  p ro je c ts  th a t

S outhwe s t ca n de mons tra te  a re  cos t-e ffe ctive  unde r the  S ocie ta l Te s t, a nd which offe r the  gre a te s t

p o te n tia l fo r n a tu ra l g a s  s a v in g s ,  in  a d d itio n  to  th e  kp h  s a vin g s  typ ic a lly p ro vid e d  b y s u c h

5 Pfoj acts .

6 23.

7

8

9

10

11

12

13

14

15

16

17

S ta ff ha s  re c omme nde d  tha t pe a k s ha ving  te c hno log ie s  no t be  funde d  th rough

S outhwe s t's  DG progra m, the  s a vings  from pe a k s ha ving te chnologie s  a re  ge ne ra lly confine d to

a voide d line  los s e s , do  not involve  he a t re cove ry, a nd would  re s ult in  limite d  or no  na tura l ga s

s avings . S ta ff a ls o  re c omme nds  tha t ne ithe r fue l c e lls  no r mic ro tu rb ine s  be  funde d  th rough

S outhwe s t's  DG progra m a t th is  time . The  a bove  te chnologie s  ma y ha ve  va lue  a s  DG, but S ta ff

cons ide rs  the m more  a s  s upply re s ource s , ra the r tha n  a s  DS M. Anothe r cons ide ra tion  is  tha t

S outhwe s t indica te s  in  its  progra m pla n  tha t comme rc ia l fue l ce lls  a nd mic roturbine s  a re  more

e xpe ns ive  tha n othe r dis tribute d ge ne ra tion te chnologie s . In its  re s pons e  to S ta ff" s  da ta  re que s ts

S outhwe s t goe s  on to de s cribe  the s e  te chnologie s  a s  "ge ne ra lly not cos t-e ffe c tive ." S hould ne w

te chnologie s  be come  a va ila ble  tha t would  provide  na tura l ga s  DS M s a vings  in  a  cos t-e ffe c tive

ma nne r, S outhwe s t could s ubmit the  progra ms  utilizing the s e  te chnologie s  to the  Commis s ion for

a pprova l.

18 24.

19

S ta ff ha s  re comme nde d tha t the  ince ntive s  be  re vie we d by S outhwe s t no le s s  tha n

a nnua lly to de te rmine  whe the r progra m pa rtic ipa tion ca n be  ma inta ine d with the  ince ntive s  e ithe r

re duce d or e limina te d.20

21 25.

22

23

24

25

S ta ff ha s  re comme nde d tha t the  s ta tus  of the  DG progra m, a nd the  docume nte d

e ne rgy s a vings  for e a ch funde d proje ct, be  re porte d in S outhwe s t's  s e mi-a nnua l DS M re ports . The

informa tion s hould include : (i) the  numbe r of ins ta lla tions , (ii) a  de s cription of the  s pe cific  proje ct

o r p ro je c ts ,  (iii) e n e rg y s a v in g s  in  te rn s  a n d  kp h ,  b o th  o n -s ite  a n d  fro m  tra n s m is s io n  a n d

dis tribu tion  s a vings , (iv) de ma nd re duc tions  re s u lting  from the  pro je c t o r pro je c ts , a nd  (v) the

re s ults  of S outhwe s t's  ince ntive  re vie w26

27

28
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1 CONCLUS IONS  OF LAW

2 S outhwe s t is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article

3 XV, Section 2, of the  Arizona  Cons titution.

4 The  Commiss ion has  jurisdiction over Southwest and over the  subject ma tte r of the

5 applica tion.

6

7

The  Commiss ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

September 5, 2007, concludes tha t it is  in the  public inte rest to approve  the  DG program.

ORDER8

9 IT IS  THEREFORE ORDERED tha t the  DG progra m be  a nd he re by is  a pprove d, a s

1 1

13

10 recommended by Sta ff.

IT IS  FURTHER ORDERED tha t S outhwe s t re s trict pa rticipa tion to proje cts  tha t it ca n

12 demons tra te  a re  cos t-e ffective  unde r the  Socie ta l Tes t, and which offe r the  grea te s t potentia l for

na tura l gas  savings , in addition to the  kph savings  typica lly provided by such projects .

IT IS  FUTHER ORDERED tha t pe a k s ha ving  te chno log ie s  no t be  funde d  th rough1 4

1 5

1 6

Southwest's  DG program.

IT IS  FURTHER ORDERED tha t ne ithe r fue l ce lls  nor microturbine s  be  funde d through

1 7

1 8

Southwest's  DG program a t this  time .

IT IS  FURTHER ORDERED tha t the  ince ntive s  be  re vie we d by S outhwe s t no le s s  tha n

annua lly to de te rmine  whe the r program pa rticipa tion can be  ma inta ined with the  incentives  e ithe r

20 reduced or e limina ted.

1 9

2 1

22

23

24

25

ZN

27

28

2.

3.

1 .
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1

2

3

4

IT IS  FURTHER ORDERED tha t the  s ta tus  of the  DG progra m, a nd the  docume nte d

energy savings  for each funded project, be  reported in Southwest's  semi-annua l DSM reports . The

informa tion should include : (i) the  numbe r of ins ta lla tions , (ii) a  de scription of the  spe cific proje ct

or pro je cts , (iii) e ne rgy s a vings  in  te rms  a nd  kph, bo th  on-s ite  a nd  from tra ns mis s ion  a nd

dis tribution s a vings , (iv) de ma nd re ductions  re s ulting from the  proje ct or proje cts , a nd (v) the

6 results  of Southwes t's  incentive  review.

5

7 IT IS FURTHER ORDERED that this Decision shall become effective immediately.

8

9 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

1 0

11

1 2

1 3

1 4

15 COMMISSIONER COMMISSIONER COMMISSIONER

16

1 7

IN WITNESS WHEREOF, I DEAN S. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

1 8

1 9

20

2 1

22 DEAN s. MILLER
Interim Executive Director

23

24
DIS S ENT:

25

26 DIS S ENT:

27 EGG:JMK:tdp\HVIA

2 8

v
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1 S ERVICE LIS T FOR: S outhwe s t Ga s  Corpora tion
DOCKET NO. G-01551A~04-0876

5

Ms. Debra  S. Jacobsen
Director. Gove rnment and
Sta te  Regula tory Affa irs
Southwest Gas Corpora tion
5241 Spring Mounta in Road
Pos t Office  Box 98510
Las Vegas, Nevada 89193-8510

8

9

1 0

Mr. Ernes t G. Johnson
Dire ctor_ Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix. Arizona  85007

1 2

1 3

Mr. Chris tophe r C. Ke rnple y
Chie f Counse l
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix. Arizona  85007

1 4

1 6

1 7

20

24
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